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YUGOSLAV KEY ECONOMIC INDICATORS 


All values in US $ million and represent 
period averages unless otherwise indicated *Yugoslav Statistics 


Official Exchange Rate: 
1978: US $1 = 18.25 dinars B 1/ C 3./ D 1/Est. 
1979: US $1 = 19.00 dinars 1979 % Change 1980 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 55,678 69 ,686 ; 75,000 
GNP at Constant Prices 16,540 17,698 ; 18,800 
Per Capita GNP, Current Prices 2,145 2.535 : 3,500 
Plant and Equipment Investment 10,800 12,947 ; 15,000 
Personal Income 278 322 - 370 
Indices: (1967 = 100) 

Industrial Production 100 108 ; 105 

Average Labor Productivity 100 103 : 102 

Average Industrial Wage 100 100 235 
Socially Employed (1) 5,385,000 5,589,800 ; 5,800,000 
Average Unemployment Rate (%) (2) 42.0 i, j 12. 


MONEY AND PRICES 


Increase in Money Supply (bill1/din) 57. 12. 
Increase in the Monetary Base (primary 

issue) (billions/dinars) 15,700 18,066 
Interest Rates (Organization) 8-10% 8-10% 
Indices: (1978 = 100) 

Wholesale Prices 100 n33 

Retail Prices 100 122 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves* 
Official 1,721 5h 
Unofficial 1,203 4% 
External Public Debt (US $ bill) ‘ 15 1% 
Annual Debt Service 1,900 
Balance of Payments (US $ bill) ; -3 .0% 
Balance of Trade -6,371 6% 
Exports, FOB (nominal) 6,491 .6% 
US Share* 370 -3% 
Imports, CIF (nominal) 12,862 .8% 
US Share* 1,049 3% 


MAIN IMPORTS FROM THE U.S.: 1979 


Agricultural Products $2h2.4 Machinery/Equipment $150.0 
Passenger Aircraft 40.0 Bituminous Coal 52.8 


(1) Number in socialized sector. Excludes an estimated 4 million privately 
employed workers, mostly farmers. 


(2) The number of those registered as seeking employment (which includes some 
already employed) divided by the domestic labor force in the socialized sector. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


An accelerating rate of inflation and a high trade imbalance con- 
tinued to plague Government of Yugoslavia planners over the first 
half of 1980, despite some indications that stabilization measures 
were beginning to slow overly rapid economic growth. The strong 
performance in the export sector (up 12 percent in real terms) was 
the brightest note in the halfyear statistics. Imports were held 
to a negative rate of real growth, but import price increases-- 
especially for petroleum products and raw materials--led to a 
nominal growth of 8 percent, sufficient in dollar terms to counter 
export gains and cause a midyear trade deficit approaching $3.3 
billion. Recognizing the growing need for more stringent economic 
measures, in June 1980, the Government announced a 30 percent de- 
valuation of the dinar and at the same time a price "freeze" to 
prevent domestic inflation from eroding the gains in trade compe- 
titiveness. It was announced that this move, which was designed 
to stimulate export growth, reduce imports, raise tourist reve- 
nues, and boost worker remittances would be followed by a full 
package of new stabilization measures. The new "phase II" stabi- 
lization is still under discussion, but it is clear that the Gov- 
ernment is seeking to correct several areas of imbalance in the 
domestic economy. A prime target will be foreign exchange policy, 
which, according to official statements, must become a more ef- 
fective instrument in dealing with balance-of-payment problems. 

In addition, a limit on foreign borrowing of $7 billion over the 
next 5 years is proposed, as is modification in the legislation 
governing bank credits, guarantees, and interest rates. The whole 
system of price controls is undergoing comprehensive study. 


Meanwhile, deflationary policies prevail and a general economic 
downturn was forecast to begin in the second half of 1980 and con- 
tinue into the first half of 1981. Gross national product (GNP) 
and industrial production growth rates continue to decelerate, and 
a major decline in internal demand is predicted as a result of a 
drop in real personal incomes and tightening investment conditions. 
The Yugoslavs hope that export growth rates can be maintained in 
the face of import cutbacks, reduced industrial growth, and slug- 
gish demand in West European markets. 


Price and Living Costs 


During the first 6 months of 1980, the cost of living rose 19 per- 
cent, effectively using up the entire projected annual increase. 
The increase for June over May was 5.3 percent, the largest 
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increase for June in 16 years. Particularly steep rises were 
noted in food, transportation, and home furnishings. In addition 
to substantial cost-of-living increases, significant rises 
occurred in retail and producer prices during the first half 

of 1980. Retail prices went up 15 percent during this period and 
although rises occurred across the board, they were especially 
large for fruits, vegetables, and tobacco. Producer prices rose 
14 percent during the first 6 months of 1980, especially for oil 
and gas products and petroleum derivatives. The narrowing gap 
between rises in producer and retail prices and the resulting 
shrinkage in profit margins is a key factor behind the shortages 
of consumer and industrial goods that have recently occurred in 
Yugoslavia. Agricultural producer prices rose just over 6 percent 
during this period. 


Foreign Trade and Invisibles 


In the first 6 months of 1980 Yugoslav exports totaled $4.1 bil- 
lion (78 billion dinars converted at a rate of 19 dinars equals 
US$1, representing a nominal growth of 32 percent and an impres- 
Sive real growth of 12 percent. Exports of capital equipment, raw 
materials, and semimanufactures all showed large increases. Im- 
ports rose 8 percent in nominal terms, which represents a decline 
in real terms of 12 percent. Imports dropped progressively over 
the first 6 months of 1980. The total value of imports for the 
first 6 months of 1980 was $7.4 billion (140 billion dinars). Im- 
ports of consumer goods and raw materials rose 18 percent, while 
those of capital equipment declined. Thus the trade deficit for 
the first 6 months of 1980 totaled $3.3 billion, or $420 million 
less than for the same period in 1979, and coverage of imports by 
exports was 57 percent, just over the 1980 target of 56 percent. 


Yugoslav trading patterns showed a distinct shift during the first 
half of 1980. Trade with the developed world dropped from 58 per- 
cent during the first 6 months of 1980 to 52 percent of the Yugo- 
slav total, while the CEMA share rose from 28 percent to 31 per- 
cent and the share of the developing nations increased from 14 
percent to 17 percent. Trade with the United States is only 
slightly above 1979 levels, and the U.S. share of Yugoslavia's 
total trade has slipped back to 6.1 percent from the 7.7 percent 
enjoyed in 1979. 


The number of foreign tourists visiting Yugoslavia in the period 
from January to May 1980 rose 6 percent over the first 5 months of 
1979, while foreign tourist overnight visits rose 8 percent, thus 
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demonstrating a welcome growth in this sector over very disap- 
pointing results in 1979. Unofficial reports at mid-tourist sea- 
son indicate that 1980 continued to be a good year, an important 
plus for invisible earnings. There are no statistics available 
on worker remittances for the first 6 months, but the press re- 
ports that current inflows from that source are returning to nor- 
mal levels after a first-quarter decline. 


Employment and Wages 


First-quarter 1980 data (latest available) reveal a continuing 
steady increase in the number of registered unemployed, which now 
total 800,000, or about 12 percent of the social sector work 
force. Of those registered unemployed, 500,000 are recorded as 
seeking employment for the first time. The continuing high rate 
of inflation, combined with more effective efforts to hold the 
rate of growth of nominal incomes to the 1980 resolution limits, 
has begun to erode the buying power of Yugoslav wage earners. As 
a result, in July 1980 the average worker's real wages were 7 per- 
cent below those of July 1979 and 6 percent under those of Decem- 
ber 1978. 


Credit and Monetary Policy 


The money supply in the first 6 months of 1980 was within the 1980 
growth target and actually rose less than the rate of inflation 
Since May 1979. Continued "moderate" growth of the money supply 
has led to recurring problems of illiquidity in the banking system 
and of the reserve rate, which the National Bank has attempted to 
correct by lowering the official reserve rate to 16 percent. Bank 
credits in the first 5 months increased slightly more than the 
amount set by the National Bank governors. However, the increase 
includes special development and housing credits that are exempt 
from credit limits. Consumer credits continue to be restricted, 
although private consumption continues to be buoyant as customers 
draw down savings accounts, which provide negative real interest 
rates, and spend ready cash to purchase goods they believe will 
become more expensive or unavailable due to devaluation and import 
controls. 


Production 


In keeping with the general thrust of cooling off the economy, the 
1980 target for growth in gross social product (analogous to GNP) 
was lowered from 5 percent to approximately 4 percent, and indus- 
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trial production was expected to grow by 4.5 percent rather 

than the 6 percent originally targeted. Industrial production 
for the first 6 months was up 4.5 percent over the same period in 
1979, but data for June indicated that a slowdown in growth was 
occurring. 


Investment and Inventories 


Overall investment levels increased 24 percent for the first 5 
months of 1980 over the same period of 1979, reflecting anticipa- 
tion of investment curbs by many. Industrial investment was up; 
however, only 20 percent, or below the inflation rate for the 
period. Data for the first 5 months, however, show sharp de- 
creases from January's high levels. Inventories of capital goods, 
semimanufactures, and consumer goods all showed clear declines 
during the first half year. Capital equipment inventories, after 
an initial surge at the end of 1979, declined considerably by the 
end of June 1980. 


Prospects 


More stringent adherence to balance-of-payment targets prevented 
the runaway growth of imports that occurred in 1979. However, the 
cost to producers was intermittent shortages of raw materials and 
semimanufactures needed for production. Consumers also felt the 
pinch, with commodities such as coffee and detergent in short 
supply throughout the country. However, it is promised that the 
new phase II plan will rationalize imports so that basic consump- 
tion needs will be met. At the same time, overall import growth 
will undoubtedly be restricted and the import of capital goods in 
particular may be cut drastically. Phase II stabilization- 
austerity measures cannot help but depress domestic production and 
import demand and eventually overall living standards during 1981. 


IMPLICATIONS FOR THE UNITED STATES 


Opportunities for U.S. Suppliers 


In recent years the United States has maintained a trade surplus 
with Yugoslavia ($340 million in 1979 and $174 million in the first 
8 months of 1980). Despite this imbalance, the United States re- 
mains a preferred commercial partner for Yugoslavia, thanks to the 
high technology of its industrial goods and the Yugoslav view of 
the United States as a more open market than other developed coun- 
tries. Improved Yugoslav agricultural output in the 1980s may 
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reduce the high demand for U.S. agricultural products, which has 
largely accounted for the bilateral trade deficit. 


Future U.S. export expansion will increasingly be tied to--and in 
some cases be limited by--extensive Yugoslav efforts to stem im- 
port growth and thus rectify the overall trade deficit. Every ef- 
fort will be made to reduce imports to the absolute minimum and 
this will be especially true for equipment. Import preference 
will be given only to export-oriented industries. U.S. and other 
supplier firms will also in many cases be required to comply with 
certain conditions designed by Yugoslav officials to ensure more 
even growth in bilateral trade. In this regard the Yugoslavs can 
be expected to give most favorable consideration to U.S. firms 
whose commercial proposals include some or all of the following 
factors: 


Oo Readiness to cooperate in countertrade--this is a system of 
balancing a sale to Yugoslavia with an export purchase equal to 
some portion of the amount of that sale 


Direct interaction with Yugoslav importers of high technology 
items (i.e., computers, analytical instruments, and telecom- 
munication equipment) rather than interaction through West 
European subsidiaries 


Access for Yugoslavs to favorable terms, conditions, and inter- 
est rates of long-term foreign credit to finance heavy equip- 
ment purchases 


Willingness to engage in joint ventures or other forms of co- 
operation with Yugoslav firms 


Import Restraints 


Yugoslav measures to control imports include tariffs, quotas by 
value of quantity, import license requirements, and hard currency 
controls. In addition, countertrade will continue to be a de 
facto requirement for sales in Yugoslavia. Yugoslav authorities 
have been engaged in a broad reevaluation of the country's foreign 
trade regime, and this is expected to result in more effective ex- 
port incentives and import stringencies. 


Joint Ventures 


In 1967, legislation permitting joint venture investment was en- 
acted, making Yugoslavia the first communist country to allow such 
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forms of industrial cooperation with western firms. This law was 
amended in 1978, and, at present, 206 joint venture contracts have 
been registered, of which 156 are still in effect. Of these, 27 
involve U.S. or U.S.-subsidiary investors. Major U.S. joint ven- 
ture partners include Dow Chemical, Gillette, General Foods, and 
General Motors. The Dow Chemical project, concluded in 1976 with 
the Yugoslav petrochemical firm INA is, in monetary terms, the 
largest joint venture in Yugoslavia. Although foreign firms wel- 
come the opportunity to work with Yugoslav enterprises, the reac- 
tion to the newest investment law has been mixed. Some foreign 
investors, in particular, are seeking clarification of certain 
conditions in the law relating to equity participation. Despite 
this, 17 new joint venture agreements were registered in 1979, 
including 4 with U.S. partners. A new booklet, "Investing in 
Yugoslavia," outlines the provisions of the new legislation and is 
available from the Overseas Private Investment Corporation. 


Best Prospects for U.S. Products 


Construction Equipment 


U.S. construction equipment, especially excavating and earthmoving 
equipment, is highly regarded in Yugoslavia. Because Yugoslav 
manufacturers do not provide full product lines and concentrate 

on production for export to less developed countries, over half of 
such equipment used in Yugoslavia is imported. Considerable 
growth is expected in the purchase of equipment by Yugoslav con- 
tractors active abroad, especially in North Africa and the Middle 
East. 


Analytical and Scientific Instruments 


The Yugoslav market for instruments has been consistently good. 
At present it is a $92 million market. While U.S. suppliers have 
done well so far, they could probably do better. Yugoslav domes- 
tic production is low and its instrument production is of basic 
types such as thermometers, thermostats, and meteorological in- 
struments. Because little money is being invested in development 
and research in this area, Yugoslavia will continue to depend on 
foreign suppliers or foreign licenses for instruments developed 
through extensive scientific research. Given the technological 
lead the United States has in instrumentation production and the 
scientific research on which it is based, U.S. suppliers should 
be able to capture about 50 percent (present share is below 20 
percent) of the market. 





Telecommunications Equipment 


Telegraph and telex equipment will continue to be largely im- 
ported except for less sophisticated items such as teleprinters. 
The greatest potential equipment sales in the early 1980's will 
be to the radio and television industries, because much of the 
equipment used in these industries is becoming dated. The Yugo- 
Slavs intend to switch more radio programming from medium wave to 
FM broadcasting. This is being done to increase the number of 
broadcasting centers in the country and also for civil defense 
reasons. By the mid-1980's, the Yugoslavs plan to have 100 per- 
cent, versus the present 25 percent, of their TV programming in 
color. Belgrade and the main cities in other republics will also 
be introducing a third TV channel, which will cover local news 
and events. American suppliers should be able to capture a sig- 
nificant portion of these equipment sales. Potential telecom- 
munication and telemetry sales will also exist in the field of re- 
mote dispatching and control equipment for the Yugoslav railroad 
system and in microwave field radios and command controls for 
police and defense units. 


Health Care Equipment 


The Yugoslav health industry has suffered from a long period of 
neglect that is only now being recognized. Local authorities have 
promised to raise the standard of health treatment and to assure 
that sufficient resources are channeled into the health industry 
to correct deficiencies. This will require increased foreign 
purchases of equipment through the 1980's. While the Yugoslav 
medical profession is familiar and impressed with the quality of 
U.S. medical equipment, actual purchase decisions are generally 
made by foreign trade enterprises. Such importers are more 
oriented toward West European suppliers who in the past have pro- 
vided more attractive credit terms and delivery dates. It will be 
important for U.S. suppliers to promote their equipment more vig- 
orously and to direct this promotion not only to end users but 
also to the firms that handle their import transactions. 


Electronic Components 


Yugoslavia manufactures substantial amounts, but in a limited 
range, of electronic components, with production lagging, espe- 
cially in the higher technology end. Yugoslavia is several years 
behind the United States, West Germany, and Japan in the applica- 
tion of such technological advances as microprocessing chips and, 
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by 1983, should begin importing a considerable number of these 
chips (and the technology needed for their application) in indus- 
trial and consumer goods. U.S. firms having this modern technol- 
Ogy can expect to capture a sizable portion of this market. 


Mining and Extraction Equipment 


Yugoslavia is rich in mineral deposits, many of which are already 
being exploited in a major way; some, however, have not been de- 
veloped because of lack of investment capital. The upcoming 1981- 
85 plan should continue to place considerable emphasis on the de- 
velopment of these resources, and this will require additional 
equipment purchases. Significant increases can be expected in 
production goals for coal, iron ore, and bauxite. The amended 
joint venture law, which now allows foreign companies to invest in 
the exploitation of mineral resources, should also spur further 
development. 


Electrical Power Equipment 


Due to its full exploitation of hydroelectric power and its plen- 
tiful supplies of coal, Yugoslavia will be concentrating on the 
construction of thermoelectrical facilities to meet its nonnuclear 
energy needs through the end of this century. Yugoslav authori- 
ties intend to settle on standard 600-megawatt units. Because do- 
mestic manufacturers presently build plants only up to 300 mega- 
watts, thus requiring the participation of foreign firms. The 
Yugoslavs will want to include Yugoslav equipment wherever pos- 
sible in these projects, so foreign firms should be prepared to 
consider cooperative arrangements with domestic manufacturers. An 
offset of sales by purchase of local products will also be ex- 
pected. A U.S. firm or consortium of firms that can offer a suit- 
able unit and that is able to meet these conditions could have an 
assured market through the 1990's. 


Pumps and Compressors 


Used in almost every industry, but especially in the processing of 
basic chemicals and petrochemicals, mining, and construction, 
pumps and compressors should remain in high demand in Yugoslavia. 
While domestic production including coproduction agreements with 
U.S. and other suppliers has expanded, it is unable to satisfy de- 
mand. Moreover, the system of price controls administered in Yu- 
goslavia has encouraged domestic producers to export their produc- 
tion, and led domestic suppliers to place even heavier reliance on 
imported pumps and compressors. 





Metalworking Equipment 


Metalworking equipment should remain one of the priorities in the 
upcoming 1981-85 plan and a major area for sales of U.S. equipment 
and technology in Yugoslavia. U.S. sales in the metal treating 
and finishing end of this market have traditionally been stronger 
than U.S. sales of machine tools. In the 1980's, U.S. cold 
rolling, tube mill, hot rolling, and casting plant equipment (in 
this order) are considered to have the best chances. In the ma- 
chine tools sector, U.S. suppliers have been improving their 
share, but they have had difficulty overcoming Yugoslavia's tra- 
ditional orientation toward West German products. Presently 
Yugoslav enterprises are mainly interested in machining centers, 
transfer lines, internal diameter grinders, numerically controlled 
machine tools, and special machine tools. 


Computers and Peripherals 


Large Yugoslav imports of computer and other data processing equip- 
ment were interrupted in 1978 by a Government-mandated slowdown in 
such imports. The Government's justification for these actions 
was that computer software was being neglected and that the stock 
of hardware in the country was considerably under used. (The 

use figure most often quoted was 50 percent.) The Government has 
also encouraged foreign suppliers to license the assembly and 
eventually the production of computers in Yugoslavia. Such domes- 
tic production, however, has been hindered by a lack of foreign 
exchange for the purchase of components and low output. By the 
early 1980's, purchases of foreign computer hardware should again 
be strong. Historically, the United States has been the largest 
supplier in this market with a 70 percent share in 1975 and an es- 
timated 50 percent in 1979. A falling U.S. market share is the 
result of stiffer German and Japanese competition. In the 1980's 
Yugoslavia should follow the world trend away from centralized 
processing units and toward more numerous minicomputer units ca- 
pable of working independently at different points in factories 
and business offices. 


*% U. S, GOVERNMENT PRINTING OFFICE: 1981—341-007/363 








